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OATH AND AFFIRMATION

To the best of my knowledge and belief, the accompanying statement of financial
condition pertaining to the firm of Janney Montgomery Scott LLC (the “Company™)
at March 28, 2002, is true and correct. Based upon information available to the
undersigned, neither the Company nor any principal officer or manager thereof has
any proprietary interest in any account classified solely as that of a client. The
statement of financial condition of the Company is made available to all of the
Company’s members and allied members of New York Stock Exchange, Inc. -

Richard A. Thomton
Senior Vice President and Chief

Financial Officer
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JANNEY MONTGOMERY SCOTT LLC
“Statement of Financial Condition

March 28, 2002 with Report of Independent Auditors
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Philadelphia .
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Report of Independent Auditors

To the Member and Board of Managers of
Janney Montgomery Scott LLC

We have audited the accompanying statement of financial condition of Janney
Montgomery Scott LLC (the “Company”), a wholly-owned subsidiary of Independence
Square Properties LLC, as of March 28, 2002. The statement of financial condition is the
responsibility of the Company’s management. Our responsibility is to express an opinion
on the statement of financial condition based on our audit. - '

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of
~material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the statement of financial condition. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the statement of financial
condition. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all-
material respects, the financial position of Janney Montgomery Scott LLC at March 28,
2002, in conformity with accounting principles generally accepted in the United States.

Sanct ¥ MLLP

May 24, 2002 -

A Member Practice of Ernst & Young Global
0111-0244277-PH 1




Janney Montgomery Scott LLC

Statemeht of Financial Condition

March 28, 2002

Assets
Cash , _ ‘
Receivable from brokers, dealers and clearing organizations:
Securities borrowed
Securities failed to deliver
Clearing orgamzatlons
Other
Receivable from customers (net of $1,818 295 allowance

* for doubtful accounts)

Receivable from non-customers

Securities owned, at market value

Investment in subsidiaries, partnerships and afﬁhate

Exchange memberships, at cost (market value $10,730,000)

Furniture, equipment and leasehold improvements at cost (net of
“accumulated depreciation and amortization of $33,195,586)

Goodwill (net of accumulated amortization of $15,891,236)

Other assets

Total assets

Liabilities and member’s equity
Short-term bank loans
Payable to brokers, dealers and clearing organizations:
Securities loaned
Clearing organizations
Securities failed to receive
Other

~ Payable to customers

Securities sold, not yet purchased, at market value

- Accounts payable and accrued liabilities

Subordinated note payable

Member’s equity
Total liabilities and member’s equity

See accompanying notes.

0111-0244277-PH

$ 32,054,800

1,181,867,716
1,097,867
783,625
741,765

523,445,603
3,221,551
61,760,321
1,169,380
1,818,019

8,340,881
13,675,969
87,126,048

$1,917,103,545

$ 164,635,151

1,324,612,470
6,723,598
3,637,395
153,400
100,136,964
1,935,080 -
50,411,140

- 1,652,245,198

22,000,000

242,858,347

$1,917,103,545




Janney Montgomery. Scott LLC

Notes to Statement of Financial Condition

March 28, 2002
1. Organization

Janney Montgomery Scott LLC (the “Company”), is a broker-dealer registered in fifty
states, the District of Columbia and Puerto Rico, and a wholly-owned subsidiary of
Independence Square Properties LLC (the “Parent”), which is a wholly-owned subsidiary
of The Penn Mutual Life Insurance Company (“Pe_nn Mutual™).

The Company has three wholly-owned subsidiaries accounted for by the equity method
which are not significant to the Company’s financial position. In addition, the Company
has a limited partnership interest in an affiliated entity. The limited partnershlp interest is
recorded at equity which approxunates fair value.

- The Company’s f1sca1 year ends on the last business day of the last full week of March.

Fiscal years are comprised of either 52 or 53 weeks.
2. Summary of Significant Accounting Policies
Securities Transactions

Proprietary and customer transactions in securities and listed options are recorded on a
settlement-date basis, generally the next business day following the trade date for options
and- the third business day for securities. There would be no material effect on the
statement of financial condition if proprietary and customer transactions were recorded
on a trade-date basis.

Securities owned and securities sold but not yet purchased are valued at market value
except for fixed income instruments whose value is determined by matrix pricing utilized
by a recognized independent pricing service, and not readily marketable securities owned '
which are valued at estimated fair value as determined by management.

Securities Lending Activities

Securities borrowed and securities loaned are generally reported as collateralized
financings. Securities borrowed transactions require the Company to deposit cash, letters
of credit, or other collateral with the lender. With respect to securities loaned, the
Company receives collateral in the form of cash or other collateral. In both types of
transactions, the collateral deposited or received is in an amount generally in excess of
the market value of securities borrowed or loaned. The Company monitors the market
value of securities borrowed and loaned on a daily basis, with additional collateral
obtained, deposited or refunded as necessary.

0111-0244277-PH 3
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Janney Montgomery Scott LLC

Notes to Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Financial Instruments

Statement of Financial Accounting Standards No. 107, Disclosures about Fair Value of

Financial Instruments, requires the Company to report the fair value of financial

instruments, as defined. Substantially all of the Company’s assets and liabilities are
carried at fair value or contracted amounts that approximate fair value.

Goodwill

During fiscal year 2002, the Company adopted the provisions of Financial Accounting
Standards Board No. 142, Goodwill and Other Intangible Assets (FAS 142). Under the
provisions of FAS 142 the Company was permitted to early adopt this provision,
performed the impairment test which supported the book value of the asset and ceased the

‘amortization of their goodwill effective July 2002. The impact on net income as a result

of this change in accounting principle was approximately $525,000.

Income Taxes

The Company is included in a consolidated federal income tax return filed by Penn
Mutual. In accordance with the tax allocation policy of the consolidated group, the
Company determines its federal income tax liability on a separate-return basis and makes
the required tax payments to the Member.

~Furniture, Equipment and Leasehold Improvements

All furniture, equipment and leasehold improvements are recorded at cost. Amortization
on leasehold improvements is provided on a straight-line basis over six years or length of
lease whichever is shorter. Furniture and equipment are depreciated using the modified
accelerated cost recovery system generally over 2 to 7 years.

Use of Estimates

The preparation of the statement of financial condition in conformity with accounting
principles . generally accepted in the United States requires management to make -
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the statement of financial
condition. Actual results could differ from those estimates.

0111-0244277-PH . 4
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* Janney Montgomery Scott LLC

Notes to Statement of Financial Condition (continued)

" 3. Securities Owned and Securities Sold, Not Yet Purchased‘

Securities owned and securities sold, not yet purchaéed, consist of the following at
March 28, 2002: ’ '

Sold,
Not Yet
Owned - Purchased
U.S. Government and agency obligations $ 9,594,831 $ -
State and municipal obligations » 24,659,667 348,356
Corporate obligations 1,547,040 308,627
Equities, mutual funds and options 25,958,783 1,278,097

$61,760,321  § 1,935,080

4. Short-Term Bank Loans

The Company borrows from three banks in connection with the securities settlement
process and to finance margin loans made to customers. The Company is required to
collateralize amounts borrowed in excess of $25,000,000 from one of these banks and
amounts borrowed in excess of $20,000,000 from another of these banks. At March 28,
2002, these three banks extended short-term bank loans in the amount of $128,500,000,
of which $89,625,352 was collateralized by customer-owned securities valued at
approximately $143,521,594 The bank loans are demand obligations and generally
require interest based upon the Federal Funds rate. At March 28, 2002, the weighted
average interest rate.on these borrowings was approximately 1.98%. All of the remammg
bank loans, including drafts payable of $36, 135,151, are not collateralized.

5. Subordinated Note Payable

The subordinated note payable (the “Note™) is subordinated to the claims of general
creditors and consists of a note issued pursuant to a cash subordination agreement in the
amount of $22,000,000 which is due to Penn Mutual on July 16, 2003. The Note was
approved by the New York Stock Exchange, Inc. (the “NYSE”) and is available. in
computing net capital under the Securities and Exchange Commission’s (the “SEC”)

‘Uniform Net Capital Rule (“Rule 15¢3-17). Interest is payable semiannually on July 15

and January 15, at a floating rate which was approximately 2.75% at March 28, 2002.
The Note may only be repaid contingent upon the Company’s continued compliance with
its minimum net capital requirements. Interest payable on the Note was $126,042 as of
March 28, 2002.

0111-0244277-PH ‘ 5




Janney Montgomery Scott LLC

Notes to Statement of Financial Condition (continued) -

6. Member’s Equity

The Company entered into an operating agreement with the Member which sets forth the

~ rights, obligations, and duties with respect to the Company. According to the operating

agreement, the Member shall not be personallyliable to creditors of the Company for
debts, obligations, liabilities, or losses of the Company, except as required by law. The
Member has the rnight, but is not required, to make capital contributions upon request of

-the Company. The Member may require the Company to make distributions of cash or

property at such times and amounts as it determmes subject to regulatory limitations and
approval.

7. Income Taxes

Deferred income tax assets and liabilities arise from terrlporary differences between the
tax basis of an asset or liability and its reported amount in the statement of financial
condition.

At March 28, 2002, accounts payable and accrued liabilities include $2,454,559 due to
the Member for estimated taxes. In addition, the Company had deferred tax assets of
approximately $9,906,591 resulting primarily from accrued expenses which are not
currently deductible for income tax purposes.

8. Regulatory Requirements

The Company is subject to Rule 15¢3-1 of the SEC and the capital rules of the NYSE.

~The Company has elected to use the alternative method permitted by Rule 15¢3-1 which

requires that it maintain minimum net capital, as defined, equal to the greater of
$1,500,000 or 2% of aggregate debit balances arising from customer transactions, as
defined. The NYSE may prohibit a member firm from expanding its business or paying
cash dividends/distributions if resulting net capital would be less than 5% of aggregate
debit items, as defined, and may require a member firm to reduce its business if its net
capital is less than 4% of aggregate debit items, as defined. At March 28, 2002, the
Company’s net capital was $150,698,705, which was $139,756,753 in excess of 2% of
aggregate debit items, as defined and the Company’s net capital percentage was 28%.

As a clearing broker/dealer, the Company has elected to compute a reserve requirement
for Proprietary Accounts of Introducing Broker/Dealers (the “PAIB”), as defined. The
PAIB is completed to allow each correspondent firm that uses the Company as its
clearing broker/dealer to classify its assets held by the Company as allowable assets in
the correspondents’ net capital calculation. At March 28, 2002, the Company has no
reserve requirement for PAIB.

0111-0244277-PH 6
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J anney Montgomery Scott LLC

- Notes to Statement of Financial Condition (continued)

9. Commitments and Contingencies

At March 28, 2002, the Company’s future minimum rental commitments (including -
escalation costs) on the leases for its main office and 66 sales offices under noncancelable
operating leases were as follows: ‘

2003 - ' ' $ 9,965,544
2004 : 8,237,659
2005 16,486,987
2006 5,032,458
2007 ' 2,490,118
2008 and thereafter ‘ ‘ 1,981,433

$34,194,199

The Company, together with various other brokers, dealers, corporations and individuals,
has been named as a defendant in a number of actual and purported class-action lawsuits,
many of which involve material or undeterminable amounts and alleged violations of
federal and state securities laws. The Company is also-a defendant in other lawsuits
incidental to its securities business. Management of the Company believes, after
consultation with outside legal counsel, that the resolution of these various lawsuits will
not result in any material adverse impact on the financial position of the Company.

The Company has an interest in a partnership under an agreement to commit a specified
maximum amount of capital. As of March 28, 2002, the Company has contributed
$2,000,000 as an investment and is committed to an additional $3,000,000. Under the
terms of the partnership agreement, certain losses are allocated to the Company and other
general partners before being allocated to the limited partner. At March 28, 2002, the
Company has estimated the fair value of its investment at zero and may in the future,
under certain conditions, be required to contribute additional capital up to its maximum
commitment with no resulting investment value. ‘

The Company has outstanding underwriting agreements and when-issued contracts which
commit it to purchase securities at specified future dates and prices. The Company pre-
sells such issues to manage risk exposure related to these off-balance-sheet commitments.
Subsequent to March 28, 2002, such transactions settled with no material effect on the
statement of financial condition as of that date.

0111-0244277-PH ‘ 7




J anney‘ Montgomery Scott LLC

Notes to Statement of Financial Condition (continued)

10. Financ'i;‘al Instruments with Off-Balance-Sheet Risk and Concéntrations of
Credit Risk (continued) ’

In addition, the Company has sold securities, on a proprietary basis, that it does not
currently own and will therefore be obligated to purchase such securities at a future date.
The Company has recorded these obligations in the financial statements at March 28,
2002, at market values of the related securities, and will incur a loss if the market value
of the securities increases subsequent to March 28, 2002.

The Company’s customer securities activities are transacted on either a cash or margin
basis. In margin transactions, the Company extends credit to its customers, subject to
various regulatory and internal margin requirements, collateralized by cash and securities.
in the customers’ accounts. In connection with these activities, the Company executes
and clears customer transactions involving the sale of securities not owned by the
customers, substantially all of which are transacted on a margin basis subject to
individual exchange regulations. Such transactions may expose the Company to
significant off-balance-sheet risk in the event margin requirements are not sufficient
to fully cover losses that customers may incur. In the event the customer fails to satisfy
its obligations, the Company may be required to purchase or sell financial instruments at
prevailing market prices to fulfill the customer’s obligations. The Company seeks to
control the risks associated with its customer activities by requiring customers to
maintain margin collateral in compliance with various regulatory and internal guidelines.
The Company monitors requited margin levels daily and, pursuant to such guidelines,
requires the customer to deposit additional collateral or to reduce positions when
necessary. ' '

The Company’s customer financing and securities settlement activities require the

‘Company to pledge customer securities as collateral in support of various secured

financing sources such as bank loans and securities loaned. In the event the counterparty
i1s unable to meet its contractual obligation to return customer securities pledged as
collateral, the Company may be exposed to the risk of acquiring the securities at
prevailing market prices in order to satisfy its customer obligations. The Company
controls this risk by monitoring the market value of securities pledged on a daily basis
and by requiring adjustments of collateral levels in the event of excess market exposure.
In addition, the Company establishes credit limits for such activities and monitors
compliance on a daily basis.

0111-0244277-PH 8
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Janney Montgomery Scott LLC

Notes to Statement of Financial Condition (continued)

10. Financial Instruments w1th Off-Balance-Sheet Rxsk and Concentratlons of
Credit Risk

In the normal course of business, the Company’s customer activities involve the
execution, settlement, and financing of various customer securities transactions. These
activities may expose the Company to off-balance-sheet risk in the event the customer or
other broker is unable to fulfill its contracted obligations and the Company has to
purchase or sell the financial instrument underlying the contract at a loss.

In addition, the Company has sold securities, on a proprietary basis, that it does not .
currently own and will therefore be obligated to purchase such securities at a future date.
The Company has recorded these obligations in the financial statements at March 28,
2002, at market values of the related securities, and will incur a loss if the market value
of the securities increases subsequent to March 28, 2002.

The Company’s customer securities activities are transacted on either a cash or margin

-basis. In margin transactions, the Company extends credit to its customers, subject to

various regulatory and internal margin requirements, collateralized by cash and securities

in the customers’ accounts. In connection with these activities, the Company executes

and clears customer transactions involving the sale of securities not owned by the
customers, substantially all of which are transacted on a margin basis subject to
individual exchange regulations. Such transactions may expose the Company to
significant off-balance-sheet risk in the event margin requirements are not sufficient
to fully cover losses that customers may incur. In the event the customer fails to satisfy

- its obligations, the Company may be required to purchase or sell financial instruments at

prevailing market prices to fulfill the customer’s obligations. The Company seeks to

~control the risks associated with its customer activities by requiring customers to

maintain margin collateral in compliance with various regulatory and internal guidelines.
The Company monitors required margin levels daily and, pursuant to such guidelines,
requires the customer to deposit additional collateral or to reduce posmons when
necessary.

‘The Company’s customer. financing and securities settlement activities require the

Company to pledge customer securities as collateral in support of various secured

-ﬁnancing sources such as bank loans and securities loaned. In the event the counterparty.

is unable to meet its contractual obligation to return customer securities pledged as
collateral the Company may be exposed to the nisk of acquiring the securities at
prevailing market prices in order to satisfy its customer obligations. The Company
controls this risk by monitoring the market value of securities pledged on a daily basis
and by requiring adjustments of collateral levels in the event of excess market exposure.

0111-0244277-PH 8
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Janney Mohtgomery Scott LLC

Notes to Statement of Financial Condition (continued)

10. Financial Instruments with Off-Balance-Sheet Risk and Conéentrations of
Credit Risk (continued) :

In addition, the Company establishes credit limits for such activities and monitors

- compliance on a daily basis.

11. Employee Benefit Plans

The Company has a qualified defined contribution profit-sharing plan which covers all
employees who meet certain eligibility requirements. Contributions to this plan are
determined on a discretionary basis by the Board of Managers.

The Company has a non-qualified deferred compensation plan for certain registered
representatives which provides for full vesting after five or ten years The pamc1pants

balances change based on a variable rate of return.

12. Related Party Transactions’

The Company serves as clearing agent and custodian for Homor, Townsend and Kent,

Inc. ("HTK?”), an affiliated entity. The statement of financial condition includes a payable

to HTK of $738,644 relating to commissions earned by HTK.
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